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 FEDERAL ESTATE
AND GIFT TAXATION
 CLAIMS. Two months before the death of the decedent, a 
lawsuit	was	filed	by	the	estate	of	a	former	client,	alleging	legal	
malpractice,	breach	of	confidence,	breach	of	duty	of	loyalty,	and	
fraudulent concealment arising out of information given to the 
IRS by the decedent about the client. The damages requested 
were $90 million plus punitive damage. The case was settled 
for $250,000 almost three years after the decedent’s death. The 
decedent’s estate claimed a $30 million deduction for the lawsuit 
but the IRS allowed only a deduction of one dollar.  The reports 
of the valuation experts for both sides varied as to the value of 
the lawsuit on the date of death.  The trial court held that, under 
Treas. Reg. § 20.2053-1(b)(3), the claim would be valued for the 
amount actually paid during the administration of the estate, the 
$250,000	settlement.	The	appellate	court	affirmed.	The	outcome	
is consistent with Jacobs v. Comm’r, 34 F.2d 233 (8th Cir. 1929), 
cert. denied, 280 U.S. 603 (1929), but inconsistent with Ithaca 
Trust Co. v. United States, 279 U.S. 151 (1929). Regulations have 
been issued providing that post-death events are to be considered 
in the computation of amounts deductible under I.R.C. § 2053. See 
Treas. Reg. § 20.2053-4(a)(2). See Harl, “Proposed Regulations 
Issued on Effect of Post-Death Events on Deductibility from the 
Gross Estate,” 18 Agric. L. Dig. 73 (2007).  Estate of Saunders v. 
Comm’r, 2014-1 U.S. Tax Cas. (CCH) ¶ 60,674 (9th Cir. 2014), 
aff’g, 136 T.C. 406 (2011).
 EXECUTOR LIABILITY FOR ESTATE TAXES. The 
taxpayers were the executors of the decedent’s estate. The decedent 
had	failed	to	file	tax	returns	and	pay	federal	taxes	for	1997	and	
2000	through	2003.	The	estate	hired	a	law	firm	to	file	the	missing	
income tax returns and the IRS assessed unpaid taxes against the 
estate.	The	estate	gave	the	law	firm	power	of	attorney	and	informed	
the	IRS	to	send	all	correspondence	to	the	law	firm.	In	spite	of	the	
taxes owed, the taxpayers caused the estate to make distributions 
of	estate	property	which	left	the	estate	with	insufficient	funds	to	
pay the assessed income taxes. The taxpayers claimed that they had 
no knowledge of the assessed taxes at the time of the distribution 
of estate assets. The court held that the taxpayers were personally 
liable for the decedent’s unpaid taxes because the knowledge of the 
law	firm	was	imputed	to	the	taxpayers.	United States v. Shriner, 
2014-1 U.S. Tax Cas. (CCH) ¶ 50,218 (D. Md. 2014).
 GIFTS. In a short e-mail Chief Counsel Advice letter dealing 
with rescission of a gift, the IRS stated “. . . we believe that there 
are grounds for allowing the taxpayer to refund the gift taxes. 
We believe that the local court has properly applied state law in 
rescinding the gift. However, no refund should actually be granted 
to the taxpayer until such time as the taxpayer recoups the funds 
from the original gift. The statute of limitations should be extended 
BANkRUPTCY
CHAPTER 12
 CONVERSION.  The Chapter 12 debtor had leased farm 
property which was used for hay production. The debtor’s lease 
was terminated and the debtor ordered to vacate the property by 
a court order on March 26, 2012. On March 27, 2012, the debtor 
filed	for	Chapter	12	bankruptcy	and	On	May	3,	2012,	the	debtor	
filed	the	bankruptcy	schedules.	The	schedules	included	a	claim	for	
$135,000 resulting from the sale of hay to the plaintiffs sometime 
between March 27 and May 3, 2012. The hay was to come from 
the	leased	farm	land.	The	plaintiffs	filed	a	motion	to	convert	the	
case to Chapter 7 on the basis of the debtor’s fraud in selling them 
the hay and accepting a deposit for $135,000 without disclosing 
that	the	debtor	had	lost	the	property	under	court	order	and	had	filed	
for bankruptcy.  The Bankruptcy Court held that conversion was 
required because of the debtor’s fraudulent conduct. In addition, 
the	plaintiffs	established	sufficient	facts	to	demonstrate	the	debtor’s	
intent to deceive the plaintiffs in selling the hay and accepting the 
$135,000 while knowing that the debtor had no hay to sell.  Thus, the 
court held that the case was converted to Chapter 7. The appellate 
court	affirmed.	In re Clark, 2014 U.S. Dist. LEXIS 28375 (D. 
Idaho 2014), aff’g, 2014 Bankr. LEXIS 97 (Bankr. D. Idaho 
2014).
FEDERAL FARM
PROGRAMS
 2014 FARM BILL. The CCC and FSA have announced the 
continuation	of	the	following	programs	and	noted	specific	changes	
as mandated by the 2014 Farm Bill: The 2014 crop Marketing 
Assistance	 Loans	 (MAL),	 Loan	Deficiency	 Payments	 (LDP),	
Noninsured Crop Disaster Assistance Program (NAP), Sugar 
Program, Milk Income Loss Contract Program (MILC), and Dairy 
Indemnity Payment Program (DIPP). The 2014 Farm Bill also 
continues,	with	modifications,	the	Adjusted	Gross	Income	(AGI)	
eligibility provisions and payment limits that apply to many FSA 
and	CCC	programs.	As	specified	in	the	2014	Farm	Bill,	producers	
must submit annual acreage reports of all cropland on a farm to 
qualify	for	MAL	and	LDP	benefits,	and	most	commodity	programs.	
The announcement states that all of the programs listed above 
will	be	continued	under	existing	regulations,	except	as	specified	
in the announcement. Amendments to existing regulations are 
forthcoming. 79 Fed. Reg. 17388 (March 28, 2014).
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so that taxpayer can apply for refund when the gift is returned to 
the taxpayer.” CCA 201412015, Jan. 15, 2014.
 RETURNS. The taxpayer was the executor of an estate. The 
taxpayer hired an attorney to assist with administration of the estate, 
including	filing	 any	 federal	 tax	 returns.	The	 evidence	 included	
testimony of the taxpayer and the attorney, both of whom indicated 
that the attorney advised the taxpayer that an estate tax return may 
be required but that more information was needed to determine if 
a	return	was	required.	The	attorney	did	file	for	and	was	granted	an	
extension	of	time	to	file	the	return	but	no	return	was	filed	or	taxes	
paid until three years after the termination of the extension. The 
taxpayer’s surety company was required to reimburse the estate 
for interest and penalties assessed because of the late payment 
of	 taxes	 and	 failure	 to	 timely	file	 a	 return.	The	 surety	 company	
sought a refund of the penalties on the basis that the taxpayer had 
a	reasonable	cause	for	failing	to	timely	file	and	pay	for	the	taxes.	
The court cited Knappe v. United States, 713 F.3d 1164 (9th Cir. 
2013) for the rule that reliance on a tax professional’s substantive 
advice	was	reasonable	cause	for	failing	to	file	and	pay	taxes.	In	this	
case, the court held that an issue of fact remained as to whether the 
taxpayer relied on the attorney to determine whether a return was 
filed	or	whether	the	taxpayer	merely	relied	on	the	attorney	to	file	
the	return.	In	the	first	case,	the	taxpayer	would	be	relying	on	the	
attorney for legal advice and no penalties were allowed; however, 
in	the	second	case,	the	duty	is	on	the	taxpayer	to	file	the	return	and	
reliance on an attorney to do that was not reasonable. American 
Contractors Indemnity Co. v. United States, 2014-1 U.S. Tax 
Cas. (CCH) ¶ 50,229 (N.D. Calif. 2014).
 FEDERAL INCOME 
TAXATION
 CONSTRUCTIVE RECEIPT. The decedent had owned 21,534 
shares	 of	 a	 corporation	 in	 two	 certificates.	The	 corporation	was	
merged with another corporation and the new corporation redeemed 
the shares of the old corporation for $51 per share on November 
20, 2006, before the death of the decedent.  The redemption was 
possible	by	either	presenting	the	certificates	or	following	a	“lost	
certificate”	 process.	The	 decedent	 did	 not	make	 any	 attempt	 to	
redeem	the	certificates	in	2006.	However,	the	corporation	issued	
a Form 1099 for 2006 to the decedent, listing the full value of the 
stock as income for 2006. After the death of the decedent, the estate 
redeemed	the	shares		in	2007	and	2008	by	presenting	one	certificate	
and	using	the	lost	certificate	process	for	the	other	certificate.	The	
estate argued that the redemption amount was not taxable income 
for 2006 because neither the decedent nor the estate received any 
funds from the redemption in 2006. Although the estate claimed 
that there were substantial limitations and restrictions placed on the 
redemptions that caused the delay in receiving the funds, the estate 
provided no evidence of such restrictions or limitations. The court 
held that the decedent constructively received the redemption funds 
in	2006	because	the	corporation	had	deposited	sufficient	funds	to	
pay all claims in 2006 and the decedent failed to take any action to 
redeem the decedent’s shares in 2006. Santangelo v. United States, 
2014-1 U.S. Tax Cas. (CCH) ¶ 50,222 (S.D. Miss. 2014).
 DEPENDENTS.  The taxpayer was divorced from a former 
spouse with whom the taxpayer had two children. Under an 
arbitration agreement included in the divorce decree, the taxpayer 
was given joint custody with the former spouse but the children 
lived with the former spouse most of the year. The arbitration 
agreement provided that, so long as the taxpayer remained 
current on child support payments, the taxpayer was entitled to 
claim the federal dependency exemption for one of the children 
but the agreement did not require the spouse to provide a Form 
8332.		The	taxpayer	filed	an	income	tax	return	claiming	the	child	
as a dependent and attached a copy of the arbitration agreement 
but no Form 8332. The IRS denied the exemption for the child. 
The taxpayer submitted the divorce decree during the trial. The 
court held that, because the arbitration agreement allowed the 
exemption for the taxpayer only if the taxpayer was current 
on child support payments, the agreement failed to provide an 
unconditional release of the claim of the custodial parent for 
the dependency exemption; therefore, the agreement did not 
substantially comply with all the requirements of Form 8332 
and the taxpayer could not claim the dependency exemption. The 
appellate	court	affirmed.	Armstrong v. Comm’r, 2014-1 U.S. 
TaxCas. (CCH) ¶ 50,211 (8th Cir. 2014), aff’g, 139 T.C. 468 
(2012).
 In all of 2010 the taxpayer was married and lived with the 
spouse and their children in one house. In early 2011, the couple 
filed	a	joint	tax	return;	however,	the	spouse	moved	out	soon	after	
the	filing	and	filed	a	separate	return	using	the	status	of	married	
filing	separately.	The	spouse	claimed	the	dependency	deduction	
for the children. The taxpayer had claimed the dependency 
deduction for the children, the earned income tax credit and 
the additional child tax credit. The IRS changed the taxpayer’s 
filing	status	to	married	filing	separately	and	denied	the	credits	
because the spouse had a higher adjusted gross income than the 
taxpayer. The court agreed, holding that the IRS acceptance of 
the spouse’s return mandated that the taxpayer was eligible only 
for	the	married	filing	separately	status.	Under	I.R.C.	§	152(c)(4)
(B), where both parents claim the same children as dependents, 
the parent with the higher adjust gross income has the right to the 
deduction.	Because	the	taxpayer’s	filing	status	was	changed	to	
married	filing	separately,	the	taxpayer	was	no	longer	entitled	to	
the earned income tax credit. The court also held that the taxpayer 
was not entitled to the additional child tax credit because the 
taxpayer could not claim the children as dependents. kososki v. 
Comm’r, T.C. Summary Op. 2014-28.
 FIRST TIME HOMEBUYER CREDIT. In October 2007, 
the taxpayer was married and the couple purchased a residence. 
Although none of the mortgage documents listed the taxpayer as a 
borrower, the title to the property was in the names of the taxpayer 
and spouse as joint tenants. The couple used the property as their 
primary residence until March 2010 when the taxpayer purchased 
a second property which the taxpayer used as a primary residence. 
The couple divorced soon after the second purchase. The taxpayer 
claimed	the	first	time	homebuyer	credit	for	the	second	house	but	
the credit was denied. The court held that the taxpayer was not 
entitled	to	the	first	time	homebuyer	credit	because,	at	the	time	of	
the second purchase, the taxpayer owned an interest in another 
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residence which had been used as a primary residence during the 
three years before the purchase of the second property. Ballington 
v. Comm’r, 2014-1 U.S. Tax Cas. (CCH) ¶ 50,221 (D. S.C. 2014).
 GAMBLING LOSSES. The taxpayer had claimed gambling 
losses on three years of Schedules C, on which the taxpayer 
identified	the	business	activity	as	professional	gambler.	The	court	
had ruled on three prior years and held that the taxpayer had 
pursued	 the	gambling	activity	with	 the	 intent	 to	make	a	profit.	
However, in this case, the court noted that an additional three years 
of losses had occurred and the taxpayer failed to show that the 
taxpayer (1) had a business plan for the gambling activities, (2) 
had a budget for the gambling activities, (3) maintained a separate 
bank account for the gambling activities, (4) attempted to change 
the	gambling	methods	in	an	effort	to	make	them	profitable,	(5)	
did any research in slot machine gambling about ways to improve 
the	chances	of	making	a	profit	from	the	gambling	activities,	(6)	
consulted anyone with expertise in slot machine gambling about 
ways	to	improve	the	chances	of	making	a	profit	from	the	gambling	
activities, or (7) otherwise engaged in the gambling activities in a 
businesslike manner. Therefore, in this case the court held that the 
gambling activities were not engaged in with the intent to make 
a	profit	and	the	taxpayer	was	not	entitled	to	deduct	any	gambling	
losses in excess of gambling winnings. Chow v. Comm’r, T.C. 
Memo. 2014-49.
 HEALTH CARE COSTS. The IRS has published information 
for 2013 federal income tax reporting of provisions of the 
Affordable Heath Care Act. For most people, the Affordable Care 
Act has no effect on their 2013 federal income tax return. For 
example, a taxpayer will not report health care coverage under the 
individual shared responsibility provision or claim the premium tax 
credit	until	the	taxpayer	files	the	2014	return	in	2015.		However,	
for some people, a few provisions may affect the 2013 tax return, 
such as increases in the itemized medical deduction threshold, the 
additional Medicare tax and the net investment income tax. Filing 
Requirement:	If	a	taxpayer	does	not	have	a	tax	filing	requirement,	
the	 taxpayer	does	not	need	 to	file	 a	2013	 federal	 tax	 return	 to	
establish	eligibility	or	qualify	for	financial	assistance,	including	
advance payments of the premium tax credit to purchase health 
insurance coverage through a Health Insurance Marketplace. 
W-2 Reporting of Employer Coverage: The value of health care 
coverage	reported	by	the	employer	in	box	12	and	identified	by	
Code DD on Form W-2 is not taxable. HCTT-2014-10.
 The IRS has published information about the 2014 individual 
shared responsibility payment. Starting January 2014, taxpayers 
and their family must either have health insurance coverage 
throughout the year, qualify for an exemption from coverage, or 
make	a	payment	when	they	file	their	2014	federal	income	tax	return	
in 2015. Many people already have qualifying health insurance 
coverage and do not need to do anything more than maintain 
that coverage in 2014. Qualifying coverage includes coverage 
provided by the taxpayer’s employer, health insurance purchased 
in the Health Insurance Marketplace, most government-sponsored 
coverage, and coverage purchased directly from an insurance 
company. However, qualifying coverage does not include coverage 
that	may	provide	limited	benefits,	such	as	coverage	only	for	vision	
care or dental care, workers’ compensation, or coverage that only 
covers	a	specific	disease	or	condition.		Taxpayers	may	be	exempt	
from	the	requirement	to	maintain	qualified	coverage	if	they:	(1)	
have no affordable coverage options because the minimum amount 
the   must pay for the annual premiums is more than 8 percent of 
the taxpayer’s household income, (2) have a gap in coverage for 
less than three consecutive months, or (3) qualify for an exemption 
for one of several other reasons, including having a hardship that 
prevents the taxpayer from obtaining coverage, or belonging to a 
group explicitly exempt from the requirement. A special hardship 
exemption applies to individuals who purchase their insurance 
through the Marketplace during the initial enrollment period for 
2014 but due to the enrollment process have a coverage gap at the 
beginning of 2014. For any month in 2014 that the taxpayer or 
any of the taxpayer’s dependents do not maintain coverage and do 
not qualify for an exemption, the taxpayer will need to make an 
individual shared responsibility payment with the 2014 tax return 
filed	in	2015.	However,	if	the	taxpayer	went	without	coverage	for	
less than three consecutive months during the year, the taxpayer 
may qualify for the short coverage gap exemption and will not 
have to make a payment for those months. If the taxpayer has more 
than one short coverage gap during a year, the short coverage gap 
exemption	only	applies	to	the	first.	If	the	taxpayer	(or	any	of	the	
taxpayer’s dependents) do not maintain coverage and do not qualify 
for an exemption, the taxpayer will need to make an individual 
shared responsibility payment with the federal return. In general, 
the payment amount is either a percentage of the taxpayer’s income 
or	a	flat	dollar	amount,	whichever	 is	greater.	The	 taxpayer	will	
owe 1/12th of the annual payment for each month the taxpayer 
(or dependents) do not have coverage and are not exempt. The 
annual payment amount for 2014 is the greater of: (1) 1 percent 
of the household income that is above the tax return threshold for 
the	taxpayer’s	filing	status,	such	as	married	filing	jointly	or	single,	
or	(2)	the	family’s	flat	dollar	amount,	which	is	$95	per	adult	and	
$47.50 per child, limited to a maximum of $285. The individual 
shared responsibility payment is capped at the cost of the national 
average premium for the bronze level health plan available through 
the Marketplace in 2014.   For example, a single adult under age 65 
with household income less than $19,650 (but more than $10,150) 
would	pay	the	$95	flat	rate.		However,	a	single	adult	under	age	65	
with household income greater than $19,650 would pay an annual 
payment based on the 1 percent rate. HCTT-2014-04.
 The IRS has issued a notice which provides guidance for 2014 
that will allow taxpayers who are the victims of domestic violence 
to	satisfy	the	joint	filing	requirement	of	I.R.C.	§	36B(c)(1)(C)	with	
a	married-filing-separate	return,	in	order	to	obtain	the	premium	tax	
credit. The notice also informs that the IRS and Treasury will be 
issuing regulations on this subject. Notice 2014-23, I.R.B. 2014-
16.
 IRA. The taxpayers, husband and wife, owned three IRAs, two 
owned by the husband and one owned by the wife. The husband 
received one distribution from each of his IRAs in 2008 and made 
two rollover repayments back to the IRAs in 2008. The court held 
that the husband’s second rollover repayment was barred from non-
taxable rollover treatment by the limitation of I.R.C. § 408(d)(3)
(B) which limited non-taxable rollovers to one per year.  Bobrow v. 
Comm’r, T.C. Memo. 2014-21. The IRS has announced that it will 
follow the holding in Bobrow and apply the one rollover per year 
on an aggregate basis instead of an IRA-by-IRA basis. The IRS 
acknowledged that the change in the rule will cause administrative 
difficulties	for	IRA	trustees;	therefore,	the	new	rule	will	apply	only	
54 Agricultural Law Digest
after January 1, 2015. Ann. 2014-15, I.R.B. 2014-16.
 INNOCENT SPOUSE RELIEF. The taxpayer filed for 
innocent spouse relief from taxes owed when the taxpayer was 
married. The taxpayer provided evidence that the taxpayer suffered 
psychological abuse during all the years in which no taxes were 
paid. The court held that innocent spouse relief was allowed under 
I.R.C. § 6015(f) except for the tax years in which the taxpayer 
filed	a	 separate	 return	 from	 the	 former	 spouse.	 	 	The	appellate	
court	 affirmed	 in	 a	 decision	 designated	 as	 not	 for	 publication.	
Thomassen v. Comm’r, 2014-1 U.S. Tax Cas. (CCH) ¶ 50,226 
(9th Cir. 2014), aff’g, T.C. Memo. 2011-88.
	 While	 the	 taxpayer	was	married,	 the	 couple	filed	 a	 joint	 tax	
return	filed	with	the	help	of	a	tax	preparation	service.	All	of	the	
reported income came from the taxpayer’s employment and sale 
of stock owned by the taxpayer. Both parties signed the return 
but no tax was paid. Although a divorce agreement assigned all 
the	liability	for	the	taxes	to	the	taxpayer,	the	taxpayer	filed	Form	
8857, Request for Innocent Spouse Relief when the IRS assessed 
the unpaid taxes. The court held that the taxpayer was not entitled 
to relief because all of the taxes resulted from the earnings of the 
taxpayer and none derived from income from the former spouse. 
Young v. Comm’r, T.C. Summary Op. 2014-24.
 PARTNERSHIP
 DEFINITION.  In a short e-mail Chief Counsel Advice letter, the 
IRS stated “When an entity is owned by a husband and wife the 
presumption is that the entity is a partnership, unless they elect for 
the entity to be disregarded. See IRC § 761(a) & (f). There would 
have to be additional facts suggesting a sham for us to disregard 
the wife as a partner. Each spouse should have reported his/her 
share of net earnings from self-employment, with appropriate 
adjustments. See, e.g., CCA 200816030. . . . ” CCA 201411035, 
April 12, 2013.
 PASSIVE ACTIVITY LOSSES. The taxpayer owned two 
activities	(not	specified	in	the	ruling)	and	performed	work	(also	
unspecified)	 as	 an	 employee	 of	 a	C	 corporation	 in	which	 the	
taxpayer did not own any interest. The taxpayer argued that the 
taxpayer’s activities with the C corporation should be grouped 
with the taxpayer’s personal activities for purposes of determining 
material participation in the personal activities under Treas. Reg. § 
1.469-4(d)(5)(ii). In a Chief Counsel Advice letter, the IRS ruled 
that the taxpayer could not, in general, combine the taxpayer’s 
actions in activities owned by the taxpayer with the activities 
performed by an unrelated C corporation. However,  the IRS also 
stated “Note, however, that if an individual taxpayer performs work 
through a closely held C corporation (or through any other type 
of entity) as an employee (or in any other capacity), and the work 
was performed “in connection” with the taxpayer’s own activities 
(within the meaning of section 1.469-5(f)(1)), that work might 
count towards material participation in the individual taxpayer’s 
own	activities.”	Without	more	specifics	about	the	activities	of	the	
taxpayer, it is not clear whether the exception could apply here. 
CCA 201411025, Feb. 10, 2014.
	 The	 taxpayer	was	 a	 trust	 established	 by	 the	 parent	 of	 five	
beneficiaries who also served as trustees. There was one 
independent trustee. The trust owned rental real estate properties 
and the beneficiaries worked for the trust in managing the 
properties, either directly or through companies owned by the 
trust. The trust also hired employees and contractors to perform 
services for the properties. The IRS disallowed losses from the 
rental activities as passive activity losses. The taxpayer argued 
that	the	services	performed	by	the	trust	beneficiaries,	trustees	and	
employees	were	 sufficient	 to	meet	 the	 real	 estate	 professional	
exception of I.R.C. § 469(c)(7). The IRS countered that a trust 
could not be a real estate professional because a trust was not a 
natural person. The court held that a trust could qualify for the real 
estate professional exception because the statute did not limit the 
exception to natural persons; however, under regulations currently 
reserved by the IRS, only the activities of the trustees who served 
as employees would be counted toward the hours needed to qualify 
the trust as a real estate professional. In this case, the trustee/
employees	provided	sufficient	hours	to	meet	the	exception.	Frank 
Aragona Trust v. v. Comm’r, 142 T.C. No. 9 (2014).
 PENSION PLANS.  The IRS has published information about 
early withdrawals from retirement plans. An early withdrawal 
normally means taking money from a plan before the taxpayer 
reaches age 59½. If a taxpayer made a withdrawal from a plan in 
2013, the taxpayer must report the amount withdrawn to the IRS. 
The taxpayer may have to pay income tax as well as an additional 
10 percent tax on the amount withdrawn.  The additional 10 
percent tax does not apply to nontaxable withdrawals. Nontaxable 
withdrawals include withdrawals of the taxpayer’s cost to 
participate in the plan. A taxpayer’s cost includes contributions 
that the taxpayer paid tax on before the taxpayer put them into 
the plan. A rollover is a type of nontaxable withdrawal. Generally, 
a rollover is a distribution to the taxpayer of cash or other assets 
from one retirement plan that the taxpayer contributed to another 
retirement plan. Taxpayers usually have 60 days to complete a 
rollover to make it tax-free. There are many exceptions to the 
additional 10 percent tax. Some of the exceptions for retirement 
plans are different from the rules for IRAs. If a taxpayer makes 
an	early	withdrawal,	 the	 taxpayer	may	need	to	file	Form	5329,	
Additional Taxes on Qualified Plans (Including IRAs) and Other 
Tax-Favored Accounts, with your federal tax return. IRS Tax Tip 
2014-35.
 The IRS has published information for taxpayers who turned 
70½ during 2013 and who must start receiving required minimum 
distributions (RMDs) from Individual Retirement Accounts (IRAs) 
and workplace retirement plans by Tuesday, April 1, 2014. The 
April 1 deadline applies to owners of traditional IRAs but not 
Roth IRAs. Normally, it also applies to participants in various 
workplace retirement plans, including 401(k), 403(b) and 457 
plans. The April 1 deadline only applies to the required distribution 
for	the	first	year.	For	all	subsequent	years,	the	RMD	must	be	made	
by Dec. 31. So, for example, a taxpayer who turned 70½ in 2013 
and	receives	the	first	required	payment	on	April	1,	2014	must	still	
receive the second RMD by Dec. 31, 2014.  Affected taxpayers 
who	turned	70½	during	2013	must	figure	the	RMD	for	the	first	
year using their life expectancy on Dec. 31, 2013 and their account 
balance on Dec. 31, 2012. The trustee reports the year-end account 
value to the IRA owner on Form 5498 in Box 5. Worksheets and 
life expectancy tables for making this computation can be found 
in the appendices to Publication 590. Most taxpayers use Table III 
(Uniform	Lifetime)	to	figure	their	RMD.	For	a	taxpayer	who	turned	
71	in	2013,	for	example,	the	first	required	distribution	would	be	
based on a life expectancy of 26.5 years. A separate table, Table 
II, applies to a taxpayer married to a spouse who is more than 10 
	 •	The	character	of	gain	or	loss	from	the	sale	or	exchange	of	virtual	
currency depends on whether the virtual currency is a capital asset 
in the hands of the taxpayer.
	 •	A	payment	made	using	virtual	currency	is	subject	to	information	
reporting to the same extent as any other payment made in property. 
Notice 2014-21, I.R.B. 2014-16.
PROPERTY
 GOVERNMENTAL TAkING. The plaintiff had purchased 
wetland properties over several years with the intent to eventually 
develop the land for residential or commercial uses. When other 
developments started to occur nearby, the plaintiff applied to the 
U.S.	Corps	of	Engineers	for	a	wetlands	fill	permit	under	Section	
404 of the Clean Water Act.  The Corps denied the permit and 
the plaintiffs brought suit for compensation for the denial as an 
unconstitutional taking of property without compensation. The 
main issue in the case was whether the difference in value if the 
permit was denied compared to the value if the permit was allowed 
was	sufficient	to	be	a	compensable	taking.		The	Corps	sought	to	
argue that the comparison of value was between the value of the 
land as development land subject to the need for the permit and 
the value of the development land without the permit. The court 
rejected this argument as using the permit process as part of the 
valuation comparison whereas the true valuation comparison was 
between the land with or without the permit. The court found that 
the parties’ valuations of the land with and without the permit were 
in near agreement and held that, because the denial of the permit 
resulted in a loss of 99.4 percent, the denial of the permit was a 
compensable taking.   Lost Tree Village, Corp. v. United States, 
No. 08-117L (Fed. Cls. March 14, 2014), on rem. from 2013 U.S. 
App. LEXIS 690 (Fed. Cir. 2013).
AGRICULTURAL TAX SEMINARS
by Neil E. Harl
 On the back cover, we list the agricultural tax seminars coming 
up in the spring of 2014.  Here are the cities and tentative dates 
for the seminars later this summer and fall 2014:
  June 23-24, 2014 - Parke Regency, Bloomington, IL
  June 25-26, 2014 - Hilton Garden Inn, Indianapolis, IN
  August 25-26, 2014 - Quality Inn, Ames, IA
  August 27-28, 2014 - Holiday Inn, Council Bluffs, IA
  September 4-5, 2014 - Honey Creek Resort, Moravia, IA
  September 15-16, 2014 - Courtyard Hotel, Moorhead, MN 
  September 18-19, 2014 - Ramkota Hotel, Sioux Falls, SD
  October 2-3, 2014, Holiday Inn, Rock Island, IL
  October 6-7, 2014 - Clarion Inn, Mason City, IA
  October 13-14, 2014 - Doubletree Hotel, Wichita, KS
  November 24-25, 2014 - Adam’s State Univ., Alamosa, CO
 Each seminar will be structured the same as the seminars listed 
on the back cover of this issue. More information will be posted 
on www.agrilawpress.com and in future issues of the Digest.
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years	younger	and	is	the	taxpayer’s	only	beneficiary.	Though	the	
April 1 deadline is mandatory for all owners of traditional IRAs and 
most participants in workplace retirement plans, some people with 
workplace plans can wait longer to receive their RMD. Usually, 
employees who are still working can, if their plan allows, wait 
until April 1 of the year after they retire to start receiving these 
distributions. See information on the tax on excess accumulations 
in Publication 575. Employees of public schools and certain tax-
exempt organizations with Section 403(b) plan accruals before 1987 
should check with their employer, plan administrator or provider to 
see how to treat these accruals. IR-2014-38.
 At a time when the taxpayer was less than 59 1/2 years old, the 
taxpayer received a distribution from a pension plan. The taxpayer 
had requested that all taxes be withheld from the distribution and 
20 percent of the distribution was withheld.  When the taxpayer 
filed	a	return	for	the	distribution	year,	the	taxpayer	included	the	full	
distribution as taxable income and claimed with 20 percent withheld 
as credit against the tax owed. However, the taxpayer did not include 
the 10 percent additional tax for early withdrawals. The taxpayer 
argued that, because the taxpayer had requested withholding of 
all taxes, the taxpayer was not liable for the 10 percent additional 
tax. The court held that the taxpayer’s request did not excuse the 
taxpayer	from	filing	and	paying	the	10	percent	additional	tax	for	
early withdrawals. Fields v. Comm’r, T.C. Memo. 2014-48.
SAFE HARBOR IN TEREST RATES
April 2014
 Annual Semi-annual Quarterly Monthly
Short-term
AFR  0.28 0.28 0.28 0.28
110 percent AFR 0.31 0.31 0.31 0.31
120 percent AFR 0.34 0.34 0.34 0.34
Mid-term
AFR  1.81 1.80 1.80 1.79
110 percent AFR  1.99 1.98 1.98 1.97
120 percent AFR 2.17 2.16 2.15 2.15
  Long-term
AFR 3.32 3.29 3.28 3.27
110 percent AFR  3.65 3.62 3.60 3.59
120 percent AFR  3.99 3.95 3.93 3.92
Rev. Rul. 2014-12, I.R.B. 2014-15.
 VIRTUAL CURRENCY. The IRS has issued a notice providing 
answers to frequently asked questions on virtual currency, such 
as Bitcoin. These FAQs provide basic information on the federal 
tax implications of transactions in, or transactions that use, virtual 
currency. In some environments, virtual currency operates like “real” 
currency -- i.e., the coin and paper money of the United States or of 
any other country that is designated as legal tender, circulates, and 
is customarily used and accepted as a medium of exchange in the 
country of issuance -- but it does not have legal tender status in any 
jurisdiction. The notice provides that virtual currency is treated as 
property for federal tax purposes.  General tax principles that apply 
to property transactions apply to transactions using virtual currency. 
Among other things, this means that:
	 •	Wages	paid	to	employees	using	virtual	currency	are	taxable	to	
the employee, must be reported by an employer on a Form W-2, and 
are subject to federal income tax withholding and payroll taxes.
	 •	Payments	using	virtual	currency	made	to	independent	contractors	
and other service providers are taxable and self-employment tax 
rules generally apply.  Normally, payers must issue Form 1099.
 
AGRICULTURAL TAX SEMINARS
by Neil E. Harl
  Join us for expert and practical seminars on the essential aspects of agricultural tax law. Gain insight and understanding from one of the country’s 
foremost authorities on agricultural tax law.
 The seminars will be held on two days from 8:00 am to 5:00 pm. Registrants may attend one or both days, with separate pricing for each combination. 
On	the	first	day,	Dr.	Harl	will	speak	about	farm	and	ranch	estate	and	business	planning.	On	the	second	day,	Dr.	Harl	will	cover	farm	and	ranch	income	
tax. Your registration fee includes written comprehensive annotated seminar materials for the days attended and lunch.  A discount ($25/day) is offered 
for attendees who elect to receive the manuals in PDF format only. E-mail robert@agrilawpress.com for a brochure.
	 April	28-29,	2014,		Springfield,	MO	Quality	Inn	&	Suites	Starlite	Village,	2601	E.	13th	St.,	Ames,	Ia	50010	ph.	515-232-9260
	 May	5-6,	2014,	Grand	Island,	NE	Quality	Inn	&	Conference	Center,	7838	S.	Highway	281,	Grand	Island,	NE
	 May	29-30,	2013,	Denver,	CO,	Clarion	Inn	&	Conference	Center,	701	8th	St.,	Denver,	CO
 More locations and dates listed on previous page.
 The topics include:
  
The seminar early-bird discount registration fees for current subscribers	(and	for	each	one	of	multiple	registrations	from	the	same	firm)	
to the Agricultural Law Digest, the Agricultural Law Manual, or Farm Estate and Business Planning are $225 (one day) and $400 (two 
days).  The early-bird registration fees for nonsubscribers are $250 (one day) and $450 (two days). Nonsubscribers may obtain the 
discounted fees by purchasing any one or more of our publications. See www.agrilawpress.com for online book and newsletter purchasing.
 Contact Robert Achenbach at 360-200-5666, or e-mail Robert@agrilawpress.com for a brochure.
 Agricultural Law Press
 127 Young Rd., Kelso, WA  98626
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 Corporate-to-LLC conversions
 New regulations for LLC and LLP losses
Closely Held Corporations
 State anti-corporate farming restrictions
 Developing the capitalization structure
 Tax-free exchanges
 Would incorporation trigger a gift because of
  severance of land held in joint tenancy?
 “Section 1244” stock
    Status of the Corporation as a Farmer
 The regular method of income taxation
 The Subchapter S method of taxation, including
  the “two-year” rule for trust ownership of
  stock
 Underpayment of wages and salaries
Financing, Estate Planning Aspects and
    Dissolution of Corporations
 Corporate stock as a major estate asset
 Valuation discounts
 Dissolution and liquidation
 Reorganization
 Entity Sale
 Stock redemption
Social Security
   In-kind wages paid to agricultural labor 
Second day
FARM INCOME TAX
New Legislation
Reporting Farm Income
 Leasing land to family entity
 Constructive receipt of income
 Deferred payment and installment payment
  arrangements for grain and livestock sales
 Using escrow accounts
 Payments from contract production
 Items purchased for resale
 Items raised for sale
 Crop insurance proceeds
 Weather-related livestock sales
 Sales of diseased livestock
	 Reporting	federal	disaster	assistance	benefits
 Gains and losses from commodity futures, 
  including consequences of exceeding the
  $5 million limit
Claiming Farm Deductions
 Soil and water conservation expenditures
 Fertilizer deduction election
 Depreciating farm tile lines
 Farm lease deductions
 Prepaid expenses
 Preproductive period expense provisions
 Regular depreciation, expense method
  depreciation, bonus depreciation 
 Paying rental to a spouse
 Paying wages in kind
 Section 105 plans
Sale of Property
 Income in respect of decedent
 Sale of farm residence
 Installment sale including related party rules
 Private annuity
 Self-canceling installment notes
 Sale and gift combined.
Like-kind Exchanges
 Requirements for like-kind exchanges
 “Reverse Starker” exchanges
     What is “like-kind” for realty
 Like-kind guidelines for personal property 
    Partitioning property
    Exchanging partnership assets
Taxation of Debt
 Turnover of property to creditors
 Discharge of indebtedness
 Taxation in bankruptcy.
First day
FARM ESTATE AND BUSINESS PLANNING
New Legislation 
Succession planning and the importance of
 fairness
The Liquidity Problem
Property Held in Co-ownership
 Federal estate tax treatment of joint tenancy
 Severing joint tenancies and resulting basis
 Joint tenancy and probate avoidance
 Joint tenancy ownership of personal property
 Other problems of property ownership
Federal Estate Tax
 The gross estate
 Special Use Valuation
 Property included in the gross estate
 Traps in use of successive life estates
 Basis calculations under uniform basis rules
 Valuing growing crops
 Claiming deductions from the gross estate
 Marital and charitable deductions
 Taxable estate
 The applicable exclusion amount
	 Unified	estate	and	gift	tax	rates
 Portability and the regulations
 Federal estate tax liens
 Undervaluations of property
Gifts
	 Reunification	of	gift	tax	and		estate	tax
 Gifts of property when debt exceeds basis 
Use of the Trust
The General Partnership
 Small partnership exception
 Eligibility for Section 754 elections
Limited Partnerships
Limited Liability Companies
 Developments with passive losses
